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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<Enot only supply lessons for future policy-making in the
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	<EECB policy over the period considered may have violated the so-
called Taylor principle=





































































!#  ,! # ,! # tt t t ir y y      
	



















































































































































































 .  	 

  	












































































































































































































































































































































	   	

	


































































	 		  




































































































































































!+#    ! #G ! ! # # ! #H tt n t t t t t ii E IE y y I i             
	




























































































































































!#    ! # ! # ! # ! # tt n t t t iy y i               
	
	 !# i    
























































































































































































































































































































































































































































































































































































































































































































  	# 	 ( 






















































































#  	2!#>  ! # ! # ! # ! # tt t t t iy y i               
#  	2!+#$!9#>  ! # ! # ! # ! L# tt t t t iy y i               
Table 2
#  	2!?#$!#>  ! # ! # ! # ! # ! # tt t t t t iy y x i                  
Table 3
#  	2!+,#> 9 ! # ! # ! # ! # tt t t t iy y i               
	2!+#> +  ! # ! # ! # ! # tt t t t iy y i               
	2!++#>  ! # ! # ! # ! # ! # tt t t t iy y i                 
	2!+#> +  ! #! #L ! # ! # tt t t t iy y i               
	2!+(#$!+#> +  ! # ! # L ! # ! # tt t t t iy y i               
	2!+9#> !# tt t t iy y       
	2!+?#>  ! # ! # ! # ! # tt t t t iy y i               
	2!+#>  ! # ! # ! # ! L# tt t t t iy y i               
Table 4
	#  	2!+#$!#>  ! # ! # ! # ! # tt t t t iy y i               
Table 5
#  	2!(#$!9#>  ! # ! # ! # ! # tt t t t iy y i               
Table 6
#  	2!#>  ! # ! # ! # ! # tt t t t iy y i               
	2!+9#> !# tt t t iy y       
	2!#>  ! # ! # ! # ! # ! # tt t t t t iy y x i                  
	2!?#> !# tt tt t iy y x          




#  	2!++#>  ! # ! # ! # ! # ! # ! # tt t t t t iy y x i                    
Table 8
#  	2!?#> !# tt tt t iy y x          
	2!#>  ! # ! # ! # ! # ! # ! # tt t t t t t iy y x z i                     
Note: the ”*” next to the explanatory variables in some of the formulas in Table 1,Table 3 and Table 6 denotes an alternative measure
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4.2  The estimation technique and diagnostic tests
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(-) 3.20 0.99 0.024 1.93
(0.15)






































































(-) 3.23 0.99 0.025 2.34
(0.31)
Notes to Table 1: 
           The equations are estimated using the Generalised Method of Moments. When not specified otherwise,
the instrument set includes lagged values (up to 6 lags) of inflation and the output gap. Industrial
production is used to capture output developments on a monthly frequency, apart from the cases when
the use of real GDP is explicitly mentioned. In the baseline case, a quadratic trend is used to calculate
potential output (and, therefore, the output gap).
         
1 p-value, null hypothesis that the coefficients on the output gap and the inflation term are jointly not
statistically different from 0.5 and 1.5, respectively.
         
2 When potential output is computed using the Hodrick-Prescott filter, the smoothing parameter is set
equal to 14400 for monthly data and 1600 for quarterly data.	

 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2.03 0.99 0.050 11.40
(0.00)
Notes to Table 2: 
           The equations are estimated using the Generalised Method of Moments. When not specified otherwise,
the instrument set includes lagged values (up to 6 lags) of inflation and the output gap. Industrial
production is used to capture output developments on a monthly frequency, apart from the cases when
the use of real GDP is explicitly mentioned.	

 2
         
1 p-value, null hypothesis that the coefficients on the output gap and the inflation term are jointly not
statistically different from 0.5 and 1.5, respectively.
         
2 All exchange rate variables used in the estimations are measured in terms of annual changes. In all the
equations which include the exchange rate as an additional right-hand variable, the list of instruments
is expanded by adding lagged values of M3 growth and the commodity prices.
         
3 The money growth gap (a) indicator is measured by the deviation of annual M3 growth from the ECB’s
reference value for monetary growth (4½% per annum).
              4 The money growth gap (b) indicator is measured by the deviation of the annual M3 growth from a time-
varying reference value based on the ECB’s definition of price stability, the growth rate of potential
output and the medium-term velocity trend based on the Calza-Gerdesmeier-Levy (CGL) money demand
model (see Annex B for further detail).
              5 The DJ Euro Stoxx 50 in eq.(15) is measured as annual growth rates in nominal terms. In eq.(16) and
eq.(17) the additional indicators are derived as the differences between the annual changes in the DJ
Euro Stoxx 50 and in industrial production, while eq.(18) and eq.(19) refer to the differences between
annual changes in the DJ Euro Stoxx 50 and real GDP growth.
               








































































































































































































































































































































































































































































































































































































(-) 3.18 0.96 0.014 1.26
(0.53)
Notes to Table 3: 
            The equations are estimated using the Generalised Method of Moments. When not specified otherwise, the
instrument set includes lagged values (up to 6 lags) of inflation and the output gap. Industrial production
is used to capture output developments on a monthly frequency, apart from the cases when the use of real
GDP is explicitly mentioned.
         
1 p-value, null hypothesis that the coefficients on the output gap and the inflation term are jointly not
statistically different from 0.5 and 1.5, respectively.        	

 4


























































































































































































(-) 1.78 0.97 0.148 145.5
(0.00)
Notes to Table 4: 
           The equations are estimated using the Generalised Method of Moments. When not specified otherwise,
the instrument set includes lagged values (up to 6 lags) of inflation and the output gap. Industrial
production is used to capture output developments on a monthly frequency, apart from the cases when
the use of real GDP is explicitly mentioned.
         
1 p-value, null hypothesis that the coefficients on the output gap and the inflation term are jointly not
statistically different from 0.5 and 1.5, respectively.
               2 The instrument list includes: lagged values (1 up to 6 lags) of the monthly annualised inflation rate and
the output gap; lagged values rate (2 up to 3) of the short-term interest rate, the monthly annualised





















































































































































(-) 2.07 0.99 0.143 4.51
(0.01)
Notes to Table 5: 
           The equations are estimated using the Generalised Method of Moments. When not specified otherwise,
the instrument set includes lagged values (up to 6 lags) of inflation and the output gap. Industrial
production is used to capture output developments on a monthly frequency, apart from the cases when
the use of real GDP is explicitly mentioned.
         
1 p-value, null hypothesis that the coefficients on the output gap and the inflation term are jointly not
statistically different from 0.5 and 1.5, respectively.
         
 2 The instrument set includes: lagged values (1 up to 6, 9 and 12 lags) of the monthly annualised inflation
rate and the output gap; lagged values (2 up to 6, 9 and 12 lags) of the short-term interest rate and a
constant.
             3 The instrument set includes: lagged values (1 up to 6, 9 and 12 lags) of the monthly annualised inflation
rate, the output gap and monthly annualised changes in nominal M3; lagged values (2 up to 6, 9 and 12
lags) of the short-term interest rate and a constant.
             4 The instrument set includes: lagged values (1 up to 6, 9 and 12 lags) of the monthly annualised inflation
rate, the output gap, monthly annualised changes in nominal M3 and in the nominal euro effective
exchange rate; lagged values (2 up to 6, 9 and 12 lags) of the short-term interest rate, lagged values (2
up to 6) of the monthly annualised changes in commodity prices and a constant.	

 


























































































GMM, OLS and TSLS estimations
1a
GMM


























































































































































































(-) 3.07 0.99 (-) 5.70
(0.00)
Notes to Table 6: 
           The equations are estimated using the Generalised Method of Moments. When not specified otherwise, the
instrument set includes lagged values (up to 6 lags) of inflation and the output gap. Industrial production
is used to capture output developments on a monthly frequency, apart from the cases when the use of real
GDP is explicitly mentioned.
         
1 p-value, null hypothesis that the coefficients on the output gap and the inflation term are jointly not
statistically different from 0.5 and 1.5, respectively.
         
2 When potential output is computed using the Hodrick-Prescott filter, the smoothing parameter is set equal
to 14400 for monthly data and 1600 for quarterly data.        	

 	
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Deviation of infl. from
















Deviation of infl. from














0.71 0.99 0.065 3.21
(0.04)
Notes to Table 7: 
           The equations are estimated using the Generalised Method of Moments. When not specified otherwise, the
instrument set includes lagged values (up to 6 lags) of inflation and the output gap. Industrial production is
used to capture output developments on a monthly frequency, apart from the cases when the use of real
GDP is explicitly mentioned.
         
1 p-value, null hypothesis that the coefficients on the output gap and the inflation term are jointly not











































































































































































0.80 0.99 0.072 2.77
(0.07)
Notes to Table 8: 
          The equations are estimated using the Generalised Method of Moments. When not specified otherwise, the
instrument set includes lagged values (up to 6 lags) of inflation and the output gap. Industrial production is
used to capture output developments on a monthly frequency, apart from the cases when the use of real GDP is
explicitly mentioned.
         
1 p-value, null hypothesis that the coefficients on the output gap and the inflation term are jointly not statistically
different from 0.5 and 1.5, respectively.














































































































































































































Recursive estimates of the equilibrium real interest rate in the euro area
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Time-varying estimate of the euro area equilibrium real interest rate
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Actual and target interest rates implied by the Taylor rule (baseline specification, eq.(1))
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DJ Euro Stoxx 50 corrected for IP growth
Real DJ Euro Stoxx 50 corrected for IP growth















































































































ANNEX B.   CALCULATION OF POTENTIAL OUTPUT,





































































































































! # !! # ! ##
TT
tt t t tt
tt

































































































































































  		  
		 

  	 		 	

















 UU U U !#
bb






































 UU U U !#
tt bb

































































































































































































































































































Reference value for M3 growth
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Specification and diagnostics tests - baseline specification, eq.(1)
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Specification and diagnostics tests - baseline specification without lagged interest rate, eq.(26)
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Specification and diagnostics tests - baseline specification with the money growth gap (b)
indicator and no lagged interest rate, eq.(37a)
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ANNEX D.   A STOCHASTIC COEFFICIENT APPROACH TO
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